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SUMMARY 


The Spanish economy is suffering the energy and other ills of 
the broader world economy. Consumer price inflation is run- 
ning at nearly 16 percent, with no tendency to decline, and 
the rising unemployment rate stands near ten percent. The 
balance of payments on current account likely will turn 
decisively into the red this year, although Spain's more- 
than-adequate foreign exchange reserves will prevent the 
deficit from becoming an immediate worry. 


Growth, and especially its investment component, remains well 
below the levels of the early 1970s and limits economic policy 
options. In the face of these problems the government has 
steered cautiously, and usually with a sharp eye on the infla- 
tionary consequences of its monetary and fiscal actions. This 
has not deterred the government from decreeing necessary, 
though inflationary, domestic energy price increases in July 
1979 and in January of this year. 


Wage controls were an important economic tool in 1978 and 1979, 
and helped contain real annual wage increases. While success- 
ful, this incomes policy has produced significant side effects. 
The focus on annual wages allowed for a rapid increase in 
businesses' unit wage costs, because the number of work hours 
was permitted to decline. Furthermore, the annual wage con- 
trols contained workers' purchasing power only at the cost of 
restraining overall demand in the economy. Also on the labor 
front, a significant reform, the Workers' Statute, soon will 
be enacted. 


With its rapidly increasing imports, Spain remains a major 
and fast-growing market for U.S. exporters. The position of 
our price-sensitive exports has improved sharply due to both 
trade liberalization measures undertaken by the government of 
Spain and the decline in the exchange value of the dollar and 
the appreciation of the Spanish peseta. 


ECONOMIC SITUATION AND TRENDS 


The Origin of Economic Problems 


Since the death of General Franco in 1975, Spain has become a 
political democracy, consolidated by two rounds of general 
elections, as well as local and provincial elections, and by 

a new constitution approved in referendum late in 1978. Although 
this political metamorphosis was impressive and sometimes awe 
inspiring, during the same period the economy lost the robust 
health enjoyed prior to the 1973-74 OPEC oil price rises. 





Spain's inflation rate has not dropped below the 14 percent 
level registered in 1973 since that year, and it remains 
prominent among Spain's economic troubles. The implantation 
during the last decade of double digit inflation is blamed on 
the country's easy money policy during the mid-1970s. During 
that time of political transition, the nation's leadership 
apparently welcomed the high level of demand and the real wage 
increases financed by an expansionary monetary policy, and 
were prepared then to accept the recognized inflationary 
risks. Inflation peaked at 26.4 percent in 1977, the year in 
which Spain held its first general elections in 41 years. 


Determined action to overcome economic difficulties reached a 
high point in October 1977 when all leading political parties 
signed the Moncloa Pact on economic policy, which committed 
the signatories to support the austerity and reform measures 
planned for 1978. The pact called for specific limits on most 
wages, many prices, money supply growth and fiscal actions. 

On balance, the result was very positive. Inflation declined 
impressively in 1978, to 16.5 percent. The balance of payments 
on current account returned to surplus, after three years of 
huge deficits. Unemployment, however, continued to rise and 
stood at 8.2 percent at year's end. Despite austerity, the 
economy managed to grow 2.5 percent in real terms. 


Current Economic Situation 


The 1979 economic results did not mark a further improvement, 
in contrast with government expectations and with what happened 
in 1978. For 1979 there was no Moncloa Pact charting an agreed 
course for the economy. Acting unilaterally, the government 
eased up on monetary policies in the hope of promoting higher 
growth rates. Instead, real economic growth slowed to less 
than two percent and the unemployment rate approached 10 per 
cent by year's end. The inflationary effects of the eased 
monetary policies and a large fiscal deficit combined with 
world oil price increases to produce a rate of inflation of 
15.8 percent during the year. 


Externally, the continued double-digit inflation and the appre- 
ciation of the Spanish peseta worked to slow down Spain's 1979 
pace of export growth. The balance of payments registered 
results similar to those of 1978, but the monthly data showed 
a steady’ deterioration during the year due to Spain's depend- 
ence on oil imports and the weakening of export growth. The 
accentuation of both of these problems explains why experts 
agree that the payments balance on current account will turn 
sharply into the red this year. 





Trade and Investment 


The broader developments in the Spanish economy impact force- 
ffully on exports and imports, and on the foreign investment 
outlook. Spanish business executives have faced decidedly slack 
domestic demand for their products since 1977 and, further 
handicapped by constraints on layoffs, are forced to turn to 
exports even in industries where profitability is low or nil. 
In the first 10 months of 1979, exports rose 39 percent in 
dollar terms above the same period in 1978, but less than 

2 percent in physical terms. Imports also have risen, tally- 
ing a parallel 32 percent jump in dollar value. Aside from 
imported oil, on which Spain is overwhelmingly dependent for 
its energy supplies, the value of imports has been boosted by 
the steady appreciation of the peseta against the dollar, and 
by lowered tariff and other import barriers. Some of these 
developments provide significant opportunities for American 
exporters, as discussed below in "Implications for U.S. Busi- 
ness." 


Adjustments in trade patterns will occur beginning in 1983, 
when Spain is expected to become a member nation of the 
European Communities (EC), including the European Common 
Market. The EC nations collectively are now Spain's leading 
trade partner, although no single member sells more to Spain 
than the United States. Many U.S. traders, and especially 
investors, perceive advantages resulting from the integration 
of Spain into the broader European economy. In some areas 
this integration process will not be completed until the end 
of this decade. 


The sizeable U.S. business investments here are larger than 
those of any other foreign nation, and U.S. investors--unlike 
many Spanish business executives--are decidedly bullish on investment 
in Spain. Attractive factors include still competitive labor 
costs, the important domestic market, future integration into 
the EC and a welcome mat for foreign investors. General Motors, 
as an example, last year announced plans to locate in Spain 

one of the largest investments in its corporate history, and 
will thus join Ford as a Spanish manufacturer of automobiles. 
Dozens of other American and third-country firms are active 

in Spain in nearly all sectors of manufacturing industries 

and services. 


The Business Environment 
The domestic private sector remains dominant in the Spanish 


economy. A low level of business confidence on the part of 
Spanish investors is responsible for the fact that, in national 





income terms, real new investment steadily declined in each 

of the years 1975-1978. Investment appears to have begun to 
increase during 1979, but in any case remains at a low level. 
Spaniards apparently have been discouraged from higher levels 
of investment by low levels of demand, rising production costs, 
and other troubles in the national economy. At least some 
also are discouraged by the rapid pace of change in political 
and economic structures in recent years, as necessary and wise 
as the changes may have been. The philosophy behind the new 
structures stands in sharp contrast to the protected and closed 
way of doing business during the Franco regime. 


Treating the lack of business confidence among domestic inves- 
tors must involve addressing the nation's overall economic 
problems and resolving those business grievances that are not 
merely a reflection of a now freer and more competitive national 
economy. Economic policies show that the government is sensi- 
tized to the needs of the business community and investors can 
take encouragement from an improved political situation. Fur- 
thermore, while investment is currently lower than in past 
years, it is sizeable. 


U.S. exporters will find that the biggest spur to investment 

at this time is a need for newer technology and more efficient 
equipment. Spanish industry needs to modernize and to make 
structural changes in order to compete in the domestic market, 
which is increasingly open to greater national and foreign 
competition. Frequently, the necessary technologies and equip- 
ment are unavailable domestically. Labor-saving equipment 
seems to be in especially high demand. 


Labor Matters 


Rising unemployment, labor productivity, labor law reform and 
collective bargaining are topics very much on the minds of 
Spanish business and others. 


The fact that one out of ten Spanish workers is jobless is 
ignored by no one. The roots of this unemployment are con- 
tinued inflation, the low domestic demand for labor because of 
slack business conditions and investor caution, the shrinkage 
of foreign demand for Spanish workers, and a high birth rate 
by European standards, The government has chosen to offset 
these adverse factors by continuing the battle against infla- 
tion, with the expectation that over the medium term the 
economy may be put on a sounder footing and thereby generate 
in the predominate private sector employment for the more than 
1.2 million job seekers. Meanwhile, most Spanish workers are 





T 
fortunate that welfare and unemployment programs are adequate 


and in some areas surprisingly generous. 


Spanish labor productivity is low in some firms because labor 
laws allow only very slight flexibility in the firing or 
retraining of surplus workers. The result is lower average 
labor productivity in many older businesses now facing decreased 
demand. On the other hand, wages are generally lower than in 
the European Common Market and the Spanish worker has demon- 
strated an ability to respond well to work incentives. 


The Spanish parliament soon will enact a Workers' Statute to 
update and codify important aspects of labor law. The biparti- 
san origin of this post-Franco labor reform appear responsible 
for the Statute's broad acceptability as well as for the fact 
that no sharp, immediate shifts in labor practices are expected. 
The Statute allows business. a longer perspective on the 
labor outlook, and provides needed definitions for such con- 
cepts as acceptable use of part-time workers, maximum permissi- 
ble absenteeism, plant workers' assemblies and the role of 
-trade unions in the work place. Business also believes that 
the new law will have the effect of gradually easing regula- 
tory rigidities in the worker dismissal process, 


The Workers’ Statute is expected to have a modestly positive 
influence on 1980 contract talks. Spain's leading employers' 
group and the socialist UGT trade union expanded on the Sta- 
tute in a "framework agreement" for 1980 collective bargaining. 
The mutual agreement further develops the provisions of the 
Statute in areas such as absenteeism and productivity, overtime 
and the maximum number of work hours. 


Implications for U.S. Business 


The most significant factor for American exporters continues 

to be the very rapid increase in Spanish imports which, in the 
first ten months of 1979, increased $5 billion over the same 
period in 1978 or over six times the increase in Spanish imports 
for the whole of 1978. 


Data available in the last quarter of 1979 shows imports 
increasing between $600 million and $700 million per month. 
This suggests a 1979-over-1978 increase in Spanish imports in 
excess of $6 billion, with total imports reaching $24 billion. 


This rapid increase in imports is reflected in a broad range 
of product categories, with large increases of imports from 
the U.S. occurring in iron and steel scrap, aircraft, coal, 
lumber, internal combustion engines, data processing equipment, 
organic chemicals and machinery. 





The U.S. share of the Spanish market is holding well at 12.5 
percent for the first ten months of 1979, a rate only slightly 
below that of 1978. It is expected, therefore, that final 
data will show that U.S. exports to Spain (excluding military 
items) exceeded $3 billion in 1979. 


The rapid increase in Spanish imports reflects the numerous 
trade liberalization measures which have been implemented by 
Spain in 1979, including the lowering or removal of import 
duties for temporary periods, which have been repeatedly 
extended, and which Ministry of Commerce sources indicate will 
be further extended. Similarly, the globalized quota list has 
recently been reduced further so that only twenty-six commodi- 
ties remain; the others having been moved: to non=-quota or 
"liberalized" status. 


The price competitiveness of U.S. goods has been enhanced by 
the notable depreciation of the dollar against the peseta since 
mid-1977. The present exchange rate appears to reflect market 
forces and no significant change can be predicted for the short 
term. Further, price levels are rising faster in Spain than 

in the U.S. and are thereby increasing the attractiveness of 
imported U.S. goods, which in many cases already are very 
attractively priced. 


Given this favorable situation, U.S. exporters are urged to 
assure an appropriate sales effort in this large and rapidly 
expanding market, 


The Embassy commercial program emphasizes the promotion of 

the following equipment: health care; electric power; labora- 
tory, scientific and engineering instruments; process controls; 
food processing and packaging; computer systems and peripherals; 
electronic production and testing; and security and safety. 

In addition a considerable effort is being made to promote 
Spanish tourism to the United States. 


Authorized new private sector direct investment in Spain 
totaled $1,243 million in 1979, a $368 million increase over 
1978. The U.S. was the single largest source, providing 42 
percent of this annual total. 


With the increasing size, quality and level of sophistication 
of Spanish manufactures, as well as consideration of import 
duties, compensatory tax, and transportation, an increasing 
number of American firms are considering the establishment 

of manufacturing facilities in Spain, either as wholly owned 
subsidiaries or as joint ventures, as the most feasible way 

of retaining their shares of the Spanish market and as a means 
of penetrating the Common Market. The Government's high 





priority efforts to increase Spanish private sector investment 
should further enhance the investment climate for foreigners. 


U.S. companies interested in selling to or investing in Spain 
should consider the various facilities that the U.S. Govern- 
ment offers in order to help enter this market. These are 
available at the nearest District Office of the U.S. Department 
of Commerce. Foreign Service officers provide additional in- 
country assistance at the Embassy in Madrid (Serrano 75, 

Madrid 6; telephone 276 36 00, Telex 27763 AmEmb E) and at 
consulates in the cities of Barcelona (Via Layetana 33, Barce- 
lona 3; telephone 319 95 50, Telex 52672 CGBAR E), Bilbao 
(Avenida del Ejercito 11-3°, Bilbao 14; telephone 435 83 00, 
Telex 31493 ACBIL E) and Seville (Paseo de las Delicias 7, 
Seville 12; telephone 23 18 85, Telex 72280 CGSEV E). The 
American Chamber of Commerce in Spain is also willing to assist 
U.S. companies entering the Spanish market or seeking to expand 
sales here. The Chamber's headquarters is located at Edificio 
Torre de Barcelona, Diagonal 477, Barcelona 36, Spain; the 
Chamber also has an office in Madrid located in the Hotel Euro- 
building, Office 9-A, Calle Padre Damian 23, Madrid 16, Spain. 





SPAIN - KEY ECONOMIC INDICATORS 


All values in current U.S. dollars Exchange rate as of 
unless otherwise stated. The dollar December 31, 1979 
value of the peseta has changed US$1=66.49 pesetas 
picnirmemindegaty _—— the July 1977 

devaluation. ‘1! 


A B Cc > E 


1978 % Avail- % Change 
Change able 1979/ 

1978/ 1979 same 

1977 Data (4) period 

1978 


OUTPUT AND DEMAND 
GDP at current 
prices (bill.) (2) (3) 
GDP at constant 
prices (3) 
Per Capita GDP at 
current prices (4) 
Trend-adjusted Indexes 
-Indust. Production 
(only to 6/78) 
(1962=100) | 411.3 8.0 
-Invest. in Plant & 
Equip. (1962=100) 
(only to 12/78) 295.2 -6.6 
-Dept.Store Sales 
(1963=100) (4/79) 1,716.2 13.0 
-Hourly Wages 
(1967=100) (7/79) 595.8 24.7 
Primary Energy Consumption 
(mils. of coal ton equiv.) 
(1-10/79) 86.6 Pm 
Cement Consumption 
(1000 tons) (1-8/79) 21,763 1.2 14,715 0 
Total Workers (mil.) 
(3rd qtr 1979) 13.3 -- 23.1 -- 
Unemployment Rate 
(3rd qtr 1979) 6.3 29.1(3) 9.3 20.2 (3) 


MONEY AND: PRICES 

Money Supply (M3) 

(bil.) (10/79) 20.0(3) 149.4 18.3 (3) 
External Debt (Public 

& Private) (bil.) 

(3rd gtr 1979) 13.6 15.9 Tok 
Consumer Price Index 

(6/76=100) (10/79) 16.5 180.4 15°26 





B Cc D E 


1978 % Avail- % Change 
Change able 1979/ 

1978/ 1979 same 

1977 Data period 

1978 


BALANCE OF PAYMENTS AND 

TRADE (all in millions) 
Exchange Reserves 

(11/79) 6,142 10,015 63.0 13,254 32.3 
BOP Current Account -2,450 1,660 = 1,600(est.) -- 
Exports FOB (1-10/79) 10,250.2 13,083.1 27.6 14,298.2 39.0 
Exports to U.S. 1,002.5 1, 210: 7 20.8 1,006.5 3.9 
U.S. Share 9.8% 9.3% 7.0% -- 
EC Share (1-8/79) 46.3% 46.1% 37.6% -- 
Imports, CIF (1-10/79) 17,885.8 18,653.9 20,140.8 32.0 
Imports from U.S. 2,162.1 2,476.2 2,509.2 25.6 
U.S. Share 12.1% 13.3% 12.5% -- 
EC Share (1-8/79) 34.2% 34.6% 48.6% -- 


Leading Imports from U.S. - January-August 1979 (millions of $): 


Oilseeds (primarily Organic chemicals 79.9 

soybeans) 318.3 Data processing equipment 58.7 
Corn 244.5 Coal 55.1 
Aircraft 123.6 Tobacco 53.6 
Iron and steel scrap 117.5 


Leading Exports to U.S. - January-August 1979 (millions of $): 


Footwear 196.8 Motor vehicle parts 

Canned vegetables 63.6 Furniture 
(primarily olives) Household items 

Tires 51.6 Books 

Iron and steel plate 33.8 


NOTES: 

1 - Year-end exchange rates used: 1977, 81.65 pesetas to $1; 1978, 
70.11 to $l;and 1979, 66.15 to $l. 

2 - Exchange rate fluctuations of both the peseta and dollar and 
inflation of the magnitudes experienced in this period make 
misleading the year-to-year comparison of such data as $ GDP. 

3 - Percentage change based on original data in pesetas, or on 
total number of jobless workers. 

4 - Many key Spanish statistics are unavailable for recent months. 


MAJOR SOURCES: Indicadores de Coyuntura and Encuesta de Poblacion 
Activa, National Statistical Institute; Bank of Spain monthly sta- 
tistical bulletin; foreign trade statistics published by Finance 
Ministry. 
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